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To the People of Kentucky
Honorable Steven L. Beshear, Governor
Jonathan Miller, Secretary
Finance and Administration Cabinet
Honorable J.M. Hall, Knox County Judge/Executive
Honorable Raymond Smith, Former Knox County Judge/Executive
Members of the Knox County Fiscal Court

The enclosed report prepared by Ross & Company, PLLC, presents the financial activity contained in
the Fourth Quarterly Report of Knox County, Kentucky, as of and for the year ended June 30, 2007.

We engaged Ross & Company, PLLC to perform the audit of thisfinancial activity. We worked closely
with the firm during our report review process; Ross & Company, PLLC evaluated the Knox County’s
internal controls and compliance with applicable laws and regulations.

Respectfully submitted,

/A

Crit Ludlen
Auditor of Public Accounts
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EXECUTIVE SUMMARY

AUDIT EXAMINATION OF THE
KNOX COUNTY FISCAL COURT

June 30, 2007

Ross & Company, PLLC was engaged to audit the financial activities of the Knox County Fiscal Court
for fiscal year ended June 30, 2007 and we have issued a disclaimer of opinion thereon. In accordance
with OMB Circular A-133, Knox County complied, in al material respects, with the requirements that
are applicable to each of its mgjor federal programs for the year ended June 30, 2007.

Based on our assessment of fraud risk, we determined the risk for fraud to be too high and we were
unable to apply other procedures to overcome this fraud risk. In addition, the Fiscal Court had
weaknesses in the design and operation of its internal control procedures and accounting functions.
Furthermore, management elected to override the internal control procedures that were in place. Also,
management did not provide us with a representation letter required by generally accepted auditing
standards. The significance of these issues, in the aggregate, prevents us from expressing an opinion
and we do not express an opinion on the financial activities of the Knox County Fiscal Court.

Report Comments:

2007-01 The County Should Improve Their Internal Control Procedures

2007-02 The County Should Maintain Proper Records For The Public Properties Corporation Fund

2007-03 The County Should Require The Depository Institution To Pledge Or Provide Sufficient
Collaterd

2007-04 The Former County Judge/Executive Owes The County $6,118 Due To Overpayment Of
Vacation Time Not Permitted By Statute

2007-05 The Former Administration Transferred $467,779 Of Funds Prior To Fiscal Court Approval

2007-06 The County Did Not Follow Proper Purchase And Procurement Procedures That Resulted In
Over $962,000 Of Expenditures That Failed Testing Procedures

2007-07 The Former Judge Executive Purchased $4,144 In New Furniture That Is Not In The
Possession Of The County

2007-08 The County Owes Approximately $31,828 In Past Due Inmate Medical Bills

2007-09 An Employee Of The Sheriff’'s Office Was Paid $30,500 For Communications Equipment
Without Fiscal Court Approval And Procurement Procedures Were Not Followed Nor Were
Bid Laws

2007-10 Over $2,546 Of Credit Card Expenditures Could Not Be Appropriately Validated And Were
Not Properly Documented

2007-11 The Purpose And Location Of Work Performed Using Rental Equipment Should Be Logged
Daily And Signed By The Operator

2007-12 The County Should Follow The Approved Salary Schedule

2007-13 The County Should Require All Employees To Maintain Timesheets And Keep Attendance
Records

2007-14 The County Has Inaccurate And Incomplete Vacation And Sick Leave Records For
Employees

2007-15 The County Should Ensure That Equal Treatment In Regards To Holiday Benefits Are
Provided To All County Employees

2007-16 The Former Judge/Executive May Have Exceeded His Powers In Regards To Vacation

2007-17 The County Should Ensure That The Same Level Of Hedlth Insurance Benefits Are Provided
To All County Employees As Stated In Kentucky Attorney General Opinion (OAG) 94-15

2007-18 The County Judge/Executive Or A Designated Person Should Keep And Maintain Required
Records

2007-19 The Fiscal Court Minutes Should Be Complete, Adequately Maintained, And Filed In The
Proper Location
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2007-20

2007-21

2007-22

2007-23

2007-24

2007-25

2007-26
2007-27

2007-28

2007-29

The Treasurer Should Prepare Accurate And Complete Bank Reconciliations And 4™ Quarter
Report

The County Should Maintain Complete And Accurate Capital Asset Schedules To Comply
With GASB 34 Requirements

Advisory Opinions Should Be Obtained From The Ethics Commission For Related Party
Transactions Involving The Chief Deputy Sheriff

Advisory Opinions Should Be Obtained From The Ethics Commission For Related Party
Transactions Involving The Former County Treasurer

The County Should Ensure That All Required Individuals File A Financial Disclosure
Statement

The County Entered Into An Agreement To Lease/Sell The Knox County Hospital Without
Fiscal Court Approval And Without Complying With State Disposal Laws

Checks Should Be Written In Numerical Order By Check Date

The County Should Continuously Scrutinize Invoices In Order To Prevent Unallowable Or
Unnecessary Expenditures

The County Should Not Permit Compensatory Time Without Proper Documentation And
Should Adhere To KRS 337.285

The County Failed To Bid The Purchase Of An Excavator Of $118,881
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ROSS & COMPANY, pLLc

Certified Public Accountants
800 Envoy Circle
Louisville, KY 40299
Telephone (502) 499-9088
Facsimile (502) 499-9132
WWW.r 0SsCpas.com

To the People of Kentucky
Honorable Steven L. Beshear, Governor
Jonathan Miller, Secretary
Finance and Administration Cabinet
Honorable J.M. Hall, Knox County Judge/Executive
Honorable Raymond Smith, Former Knox County Judge/Executive
Members of the Knox County Fiscal Court

Independent Auditor’ s Report

We were engaged to audit the financial activity contained in the Fourth Quarterly Report of Knox
County, Kentucky, as of and for the year ended June 30, 2007. The financial activity is the
responsibility of the Knox County Fiscal Court.

The financia activity contained in the Fourth Quarterly Report is intended to present budgeted and
actual revenues and expenditures of the Knox County Fiscal Court on the cash basis of accounting and
also the long-term debt of the Fiscal Court. Actual revenues and expenditures are recognized when
received or paid rather than when earned or incurred. The presentation of the financia activity
contained in the Fourth Quarterly Report is not intended to be a presentation in conformity with
generally accepted accounting principles.

Based on our assessment of fraud risk, we determined the risk of fraud to be too high, and we were
unable to apply other procedures to overcome this fraud risk. In addition, the Fiscal Court had
weaknesses in the design and operation of its internal control procedures and accounting functions and
management elected to override the internal control procedures that were in place. In addition,
management did not provide us with a representation letter required by generally accepted auditing
standards.

Because of the high level of fraud risk, interna control weakness, management overrides of controls,
and failure to provide a management representation letter, the scope of our work was not sufficient to
enable us to express, and we do not express, an opinion on the financial activity contained in the report
referred to in the first paragraph.

Our audit was conducted for the purpose of forming an opinion on the Fourth Quarterly Report of Knox
County, Kentucky. The accompanying schedule of expenditures of federal awards is presented for
purposes of additional analysis as required by U.S. office of Management and Budget Circular A-133,
Audits of States, Local Governments and Non-Profit Organizations, and is not a required part of the
Fourth Quarterly Report. Because of the scope limitations discussed in paragraph three above, the
scope of our work was not sufficient to enable us to express an opinion on the Fourth Quarterly Report,
and likewise, and for the same reasons, we are unable to express, and we do not express, an opinion on
the schedule of expenditures of federal awardsin relation to the Fourth Quarterly Report.
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To the People of Kentucky
Honorable Steven L. Beshear, Governor
Jonathan Miller, Secretary
Finance and Administration Cabinet
Honorable J.M. Hall, Knox County Judge/Executive
Honorable Raymond Smith, Former Knox County Judge/Executive
Members of the Knox County Fiscal Court

In accordance with Government Auditing Standards, we have also issued our report dated May 26,
2008, on our consideration of Knox County, Kentucky’s internal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements
and other matters. The purpose of that report is to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an opinion on
the internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be considered in assessing
the results of our audit.

Based on the results of our audit, we present the schedule of findings and questioned costs, included
herein, which discusses the following report comments:

2007-01
2007-02
2007-03
2007-04

2007-05
2007-06

2007-07

2007-08

2007-09

2007-10

2007-11

2007-12
2007-13

2007-14

2007-15

2007-16
2007-17

2007-18

2007-19

2007-20

The County Should Improve Their Internal Control Procedures

The County Should Maintain Proper Records For The Public Properties Corporation Fund
The County Should Require The Depository Institution To Pledge Or Provide Sufficient
Collaterd

The Former County Judge/Executive Owes The County $6,118 Due To Overpayment Of
Vacation Time Not Permitted By Statute

The Former Administration Transferred $467,779 Of Funds Prior To Fiscal Court Approval
The County Did Not Follow Proper Purchase And Procurement Procedures That Resulted In
Over $962,000 Of Expenditures That Failed Testing Procedures

The Former Judge Executive Purchased $4,144 In New Furniture That Is Not In The
Possession Of The County

The County Owes Approximately $31,828 In Past Due Inmate Medical Bills

An Employee Of The Sheriff's Office Was Paid $30,500 For Communications Equipment
Without Fiscal Court Approval And Procurement Procedures Were Not Followed Nor Were
Bid Laws

Over $2,546 Of Credit Card Expenditures Could Not Be Appropriately Validated And Were
Not Properly Documented

The Purpose And Location Of Work Performed Using Rental Equipment Should Be Logged
Daily And Signed By The Operator

The County Should Follow The Approved Salary Schedule

The County Should Require All Employees To Maintain Timesheets And Keep Attendance
Records

The County Has Inaccurate And Incomplete Vacation And Sick Leave Records For
Employees

The County Should Ensure That Equal Treatment In Regards To Holiday Benefits Are
Provided To All County Employees

The Former Judge/Executive May Have Exceeded His Powers In Regards To Vacation

The County Should Ensure That The Same Level Of Health Insurance Benefits Are Provided
To All County Employees As Stated In Kentucky Attorney General Opinion (OAG) 94-15
The County Judge/Executive Or A Designated Person Should Keep And Maintain Required
Records

The Fiscal Court Minutes Should Be Complete, Adequately Maintained, And Filed In The
Proper Location

The Treasurer Should Prepare Accurate And Complete Bank Reconciliations And 4™ Quarter
Report
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To the People of Kentucky
Honorable Steven L. Beshear, Governor
Jonathan Miller, Secretary
Finance and Administration Cabinet
Honorable J.M. Hall, Knox County Judge/Executive
Honorable Raymond Smith, Former Knox County Judge/Executive
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2007-21

2007-22

2007-23

2007-24

2007-25

2007-26
2007-27

2007-28

2007-29

The County Should Maintain Complete And Accurate Capital Asset Schedules To Comply
With GASB 34 Requirements

Advisory Opinions Should Be Obtained From The Ethics Commission For Related Party
Transactions Involving The Chief Deputy Sheriff

Advisory Opinions Should Be Obtained From The Ethics Commission For Related Party
Transactions Involving The Former County Treasurer

The County Should Ensure That All Required Individuals File A Financial Disclosure
Statement

The County Entered Into An Agreement To Lease/Sell The Knox County Hospital Without
Fiscal Court Approval And Without Complying With State Disposal Laws

Checks Should Be Written In Numerical Order By Check Date

The County Should Continuously Scrutinize Invoices In Order To Prevent Unallowable Or
Unnecessary Expenditures

The County Should Not Permit Compensatory Time Without Proper Documentation And
Should Adhere To KRS 337.285

The County Failed To Bid The Purchase Of An Excavator Of $118,881

Respectfully submitted,

Ross & Company, PLLC
Certified Public Accountants

May 26, 2008
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Fiscal Court Members:
J. M. Hall
Raymond Smith
Willard Bargo (through December 31, 2006)
Terry Brown (beginning January, 1, 2007)

Vernon Hamilton (through December 31, 2006)

Jerry Hamilton (beginning January 1, 2007)
Carson Gilbert
Doyle Gibson

Giulio Cima

Other Elected Officials:
Charley Dixon, Jr.
Preston Smith (through December 31, 2006)

Larry D. Hammons (beginning January 1, 2007)

Mike Corey

Greg Helton

John Pickard

Bill Oxendine

Jerry Garland (through December 31, 2006)
Michael Blevins (beginning January 1, 2007)

Appointed Personnel:
Tammy Wine (through May 31, 2007)
Darren West (beginning June 1, 2007)

Tammy Mays

County Judge/Executive

Former County Judge/Executive
Magistrate

Magistrate

Magistrate

Magistrate

Magistrate

Magistrate

Magistrate

County Attorney

Jailer

Jailer

County Clerk

Circuit Court Clerk

Sheriff

Property Valuation Administrator
Coroner

Coroner

County Treasurer
County Treasurer

Finance Officer
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SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Fiscal Year Ended June 30, 2007

Federd Grantor
Program Title
Grat Name (CFDA#)

U.S Departmant of Commerce
Congressiondly | derttified Awards and Prgjects
Passad through NOAA
Esstern KY PRIDE
Esstern KY PRIDE
Esstern KY PRIDE
Esstern KY PRIDE
KY PRIDE
KY PRIDE

U.S Department of Housing and Urban Devdopment

Pass-Through
Grator's Numbar CFDANo. Expenditures  CFDA#

Federd

TOTAL
FOR

Passad Through Department for Locd Governmert:

CR5-04
M-05634A
WWOB-05

CH-0504

N/A
Cr06-116

Community Devdopment Bock Grants/Siaes Progr - CDBG 05-050

U.S. Department of Homdand Security

Passad- Through State Department of Homdand Security
BEmergency Managament Parformence Grart Prograr

Totd Cash Expenditures of Fedard Awards

na

11.469
11.469
11.469
11.469
11.469
11.469

14.228

97.042

$ 67,730
44,945
13,000

1,078
8,500

18950 $ 154,253

16,410

$ 69872

Teted asmrgor programor dude ***
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KNOX COUNTY
NOTESTO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
Fiscal Year Ended June 30, 2007

Note 1 - The accompanying schedule of expenditures of federal awards includes the federal activity of
the Knox County Fiscal Court and is presented on the modified cash basis of accounting. The
information in this schedule is presented in accordance with the requirements of OMB Circular
A-133, Audits of Sates, Local Governments and Non-Profit Organizations. Therefore, some
amounts presented in this schedule may differ from the amounts presented in, or used in the
preparation of, the basic financial statements.
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ON COMPLIANCE AND OTHER MATTERSBASED ON AN AUDIT OF FINANCIAL STATEMENTS
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ROSS & COMPANY, pLLc

Certified Public Accountants
800 Envoy Circle
Louisville, KY 40299
Telephone (502) 499-9088
Facsimile (502) 499-9132
WWW.r 0SsCpas.com

The Honorable J. M. Hall, Knox County Judge/Executive
Honorable Raymond Smith, Former Knox County Judge/Executive
Members of the Knox County Fiscal Court

Report On Internal Control Over Financial Reporting And
On Compliance And Other Matters Based On An Audit Of Financial
Statements Performed In Accordance With Government Auditing Standards

We were engaged to audit the financial activity of the Fourth Quarterly Report of Knox County,
Kentucky, as of and for the year ended June 30, 2007, and have issued our report thereon dated May 26,
2008 wherein we expressed a disclaimer of opinion on the Fourth Quarterly Report because based on
our assessment of fraud risk, we determined the risk for fraud to be too high and we were unable to
apply other procedures to overcome this fraud risk. In addition, the Fiscal Court had weaknesses in the
design and operation of its internal control procedures and accounting functions and management
elected to override the internal control procedures that were in place. In addition, management did not
provide us with a representation letter required by generally accepted auditing standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Knox County’s internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinion on
the financial statements, but not for the purpose of expressing an opinion on the effectiveness of Knox
County’s internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of Knox County’sinternal control over financial reporting.

Our consideration of interna control over financia reporting was for the limited purpose described in
the preceding paragraph and would not necessarily identify all deficiencies in internal control over
financial reporting that might be significant deficiencies or material weaknesses. However as discussed
below, we identified certain deficiencies in internal control over financial reporting that we consider to
be significant deficiencies.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with the modified cash basis of accounting such that there is
more than a remote likelihood that a misstatement of the entity’ s financial statements that is more than
inconsequential will not be prevented or detected by the entity’s internal control over financia
reporting. We consider the following deficiencies described in the accompanying schedule of finding
and questioned costs to be significant deficiencies in internal control over financial reporting: 2007-01,
2007-02, 2007-05, 2007-06, 2007-07, 2007-10, 2007-11, 2007-14, 2007-18, 2007-20, 2007-21, 2007-26
and 2007-27.
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Report On Internal Control Over Financial Reporting And
On Compliance And Other Matters Based On An Audit Of Financia
Statements Performed In Accordance With Government Auditing Standards
(Continued)

Internal Control Over Financial Reporting (Continued)

A material weakness is a significant deficiency, or combination of significant deficiencies, that results
in more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity’s internal control. Our consideration of the internal control over
financial reporting was for the limited purpose described in the first paragraph of this section and would
not necessarily identify al deficienciesin the internal control that might be significant deficiencies and,
accordingly, would not necessarily disclose al significant deficiencies that are also considered to be
material weaknesses. However, we consider the significant deficiencies described above to be material
weaknesses as follows: 2007-01, 2007-06, 2007-07, 2007-20, 2007-21, and 2007-26.

Compliance And Other Matters

As part of obtaining reasonable assurance about whether the Knox County’ s financial statements for the
year ended June 30, 2007, are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements, noncompliance with which
could have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion. The results of our tests disclosed instances of
noncompliance or other matters that are required to be reported under Government Auditing Standards
and which are described in the accompanying schedule of findings and questioned costs are as follows:
2007-03, 2007-04, 2007-06, 2007-08, 2007-09, 2007-12, 2007-13, 2007-15, 2007-16, 2007-17,
2007-19, 2007-22, 2007-23, 2007-24, 2007-25, 2007-28 and 2007-29.

The Knox County Judge/Executive’ s responses to the findings identified in our audit are included in the
accompanying schedule of findings and questioned costs. We did not audit the County
Judge/Executive' s response and, accordingly, we express no opinion onit.

This report is intended solely for the information and use of management and the Department for Local
Government and is not intended to be and should not be used by anyone other than these specified
parties.

Respectfully submitted,

Ross & Company, PLLC
Certified Public Accounts

May 26, 2008



REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL

OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133






ROSS & COMPANY, pLLc

Certified Public Accountants
800 Envoy Circle
Louisville, KY 40299
Telephone (502) 499-9088
Facsimile (502) 499-9132
WWW.r 0SsCpas.com

The Honorable J. M. Hall, Knox County Judge/Executive
Honorable Raymond Smith, Former Knox County Judge/Executive
Members of the Knox County Fiscal Court

Report On Compliance With Requirements
Applicable To Each Mgjor Program And On Internal Control
Over Compliance In Accordance With OMB Circular A-133

Compliance

We have audited the compliance of Knox County, Kentucky with the types of compliance requirements
described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance
Supplement that are applicable to each of its mgjor federal programs for the year ended June 30, 2007.
Knox County's major federal programs are identified in the summary of auditor's results section of the
accompanying Schedule of Findings and Questioned Costs. Compliance with the requirements of laws,
regulations, contracts and grants applicable to each of its major federal programs is the responsibility of
Knox County's management. Our responsibility is to express an opinion on Knox County's compliance
based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States; and OMB Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations. Those standards and OMB
Circular A-133 require that we plan and perform the audit to obtain reasonabl e assurance about whether
noncompliance with the types of compliance regquirements referred to above that could have a direct and
material effect on a major federal program occurred. An audit includes examining, on a test bass,
evidence about Knox County’s compliance with those requirements and performing such other
procedures, as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion. Our audit does not provide a legal determination of Knox County’s
compliance with those requirements.

In our opinion, Knox County complied, in all material respects, with the requirements referred to above
that are applicable to each of its magjor federal programs for the year ended June 30, 2007.

Internal Control Over Compliance

The management of Knox County is responsible for establishing and maintaining effective internal
control over compliance with the requirements of laws, regulations, contracts, and grants applicable to
federal programs. In planning and performing our audit, we considered Knox County's internal control
over compliance with the requirements that could have a direct and material effect on a mgjor federal
program in order to determine our auditing procedures for the purpose of expressing our opinion on
compliance, but not for the purpose of expressing an opinion on the effectiveness of internal control
over compliance. Accordingly, we do not express an opinion on the effectiveness of Knox County's
internal control over compliance.



Page 38

Report On Compliance With Requirements

Applicable To Each Mgor Program And On Internal Control
Over Compliance In Accordance With OMB Circular A-133
(Continued)

Internal Control Over Compliance (Continued)

A control deficiency in an entity's internal control over compliance exists when the design or operation
of a control does not alow management or employees, in the normal course of performing their
assigned functions, to prevent or detect noncompliance with a type of compliance requirement of a
federal program on atimely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity's ability to administer a federal program such that
there is more than a remote likelihood that non-compliance with a type of compliance requirement of a
federal program that is more than inconsequential will not be prevented or detected by the entity's
internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results
in more than a remote likelihood that material noncompliance with a type of compliance requirement of
afederal program, will not be prevented or detected by the entity'sinternal control.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and would not necessarily identify al deficiencies in internal control that
might be significant deficiencies or material weaknesses. We did not identify any deficiencies in
internal control over compliance that we consider to be material weaknesses, as defined above.

This report isintended for the information of management, federal awarding agencies, and pass-through
agencies and is not intended to be and should not be used by anyone other than the specified parties.

Respectfully submitted,

Ross & Company, PLLC

Certified Public Accounts

May 26, 2008
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KNOX COUNTY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Fiscal Year Ended June 30, 2007

SUMMARY OF AUDIT RESULTS

The auditor’ s report expresses no opinion on the financial activity of Knox County, Kentucky.
Thirteen (13) findings were significant deficiencies.

Six (6) findings were material weaknesses to the financial statements.

Seventeen (17) instances of noncompliance to laws, regulations, contracts, and grant agreements
material to the financial statements of Knox County.

No reportable conditions relating to the audit of the mgjor federal awards programs are reported in
the Independent Auditor’ s Report.

The auditor’s report on compliance for the audit of the major federal awards programs for Knox
County expresses an unqualified opinion.

There are no audit findings relative to the major federal awards programs for Knox County reported
in Part C of this schedule.

The program tested as a mgjor program was. Community Development Block Grant (#14.228)

The threshold for distinguishing Type A and B programs was $300,000.

Knox County was not determined to be alow-risk auditee.

FINANCIAL STATEMENT FINDINGS

2007-01 The County Should Improve Their Internal Control Procedures

The County has alack of segregation of duties. Due to the entity’ s diversity of official operations, small
size, and budget restrictions the County has limited options for establishing an adequate segregation of
duties. We recommend the following procedures be implemented to strengthen the internal control
weaknesses:

Anindependent person should list al receipts and agree them back to the treasurer’ s receipts ledger.
Also, the employee opening the mail should keep a listing of al checks received for that day,
detailing the date received, the check amount, whom it is from, and what the check isfor.

An independent person should open bank statements and review them for unusua items, such as
debit memos, and overdraft charges. The person by initialing the bank statement can document
this.

An independent person should review the treasurer’ s bank reconciliations for accuracy. The person
completing this review should initial the bank reconciliation to document that a review was
performed.

An employee independent of check writing and posting duties should match purchase orders to
checks and invoices. The employee who signs the checks should also cancel the purchase orders
and invoices to ensure invoices are not paid twice.

To have better interna controls, it is considered a best practice to keep the receipt of cash, the
disbursement of cash, and the posting of cash to the ledgers delegated to separate individuals.

Also, the County should implement stronger internal controls over the computer system. All
transactions should be backed up daily on a disk and should be secured off-site.

We recommend the County implement these procedures. This will help segregate the duties of the
County Treasurer aswell as other employees.

County Judge/Executive J.M. Hall’ s Response: None
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KNOX COUNTY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Fiscal Year Ended June 30, 2007
(Continued)

2007-02 The County Should Maintain Proper Records For The Public Properties Corporation Fund

The County should maintain proper records for the Public Properties Corporation — Debt Service Fund
(PPC). Sincethe Fiscal Court isfinancially accountable and legally obligated for the debt of the PPC, it
is reported as a blended component unit of the Fiscal Court. The County should receive the bank
statements for the PPC, maintain a receipts and disbursements ledger, and prepare afinancial statement.
We recommend the County maintain proper records for the PPC in the future.

County Judge/Executive J.M. Hall's Response: We agree that proper records for the PPC should be
implemented.

2007-03 The County Should Require The Depository Institution To Pledge Or Provide Sufficient
Collateral

On August 31, 2006 $1,183,311 of the County’s deposits of public funds were uninsured and unsecured.
According to KRS 66.480(1)(d) and KRS 41.240(4), financia institutions maintaining deposits of
public funds are required to pledge securities or provide surety bonds as collateral to secure these
deposits if the amounts on deposit exceed the $100,000 amount of insurance coverage provided by the
Federal Deposit Insurance Corporation (FDIC). The Fisca Court should require the depository
institution to pledge or provide collateral in an amount sufficient to secure deposits of public funds at all
times.

County Judge/Executive J.M. Hall’s Response: All depository institutions should pledge collateral in
that amount sufficient to secure deposits.

2007-04 The Former County Judge/Executive Owes The County $6,118 Due To Overpayment Of
Vacation Time Not Permitted By Statute

KRS 67.705 states that the County Judge/Executive shall receive an annual salary pursuant to the salary
schedule and be paid training incentives as set by the Governor's Office of Local Development
(GOLD).

The maximum salary for the Judge/Executive in calendar year 2006 was $79,247 and a training
incentive for 2006 of $3,302 totaling $82,667; however, payroll records and reports filed indicate that
the Judge/Executive received $88,667, which is $6,118 in excess of the amount that should have been
paid by statue.

Prior to leaving office, the former administration prepared the last payroll under their administration,
included in this was a check to the former Judge/Executive. The notation on the check was for vacation
time. This check should not have been paid to the Judge. Elected officials are not entitled to vacation
and sick leavetime. Their positions are elected and therefore do not have attendance requirements. The
salaries to be paid to Judge/Executives as set by Governor’s Office of Local Development (GOLD) are
all-inclusive and do not alow for additional monies for vacations or sick leave.
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Fiscal Year Ended June 30, 2007
(Continued)

2007-04 The Former County Judge/Executive Owes The County $6,118 Due To Overpayment Of
Vacation Time Not Permitted By Statute (Continued)

We recommend that the county collect the amount owed to the county from former Judge/Executive.
County Judge/Executive J.M. Hall’ s Response: None.

2007-05 The Former Administration Transferred $467,779 Of Funds Prior To Fiscal Court Approval

The former administration made multiple transfers prior to fiscal court approval. A total of $467,779 of
transfers were either transferred prior to fiscal court approva or auditor was unable to verify that
approval was given, $339,455 and $128,324 respectively.

County Judge/Executive J.M. Hall's Response: We agree that all transfers between funds should have
prior Fiscal Court approval.

2007-06 The County Did Not Follow Proper Purchase And Procurement Procedures That Resulted In
Over $962,000 Of Expenditures That Failed Testing Procedures

During our testing of expenditures, we found that some invoices were absent or did not provide
adequate documentation to support the expenditure. There were other instances where invoices were
not paid timely. Auditors selected 163 invoices for testing totaling $1,836,429. Our testing resulted in
139 deviations of the attributes tested. A summary of our findings follows:

= Inadequate or missing supporting documentation

0 Auditors noted nineteen (19) expenditures out of 163 tested that did not have adequate
supporting documentation that totaled $110,022. Since we did not have origina or
adequate documentation we could not attest to the legitimacy of al items tested.

o In addition, fifty (50) Road Fund invoices that were selected for testing totaling
$558,041, only $10,400 were properly itemized. Of these invoices, $195,619 did not
include the description of work performed, location, and/or the amount of hours and
rate per hour.

= Late payment of expenditures
o Of the 163 invoices selected for testing, seven (7) invoices totaling $35,975 were not
paid within thirty (30) days.

= Lack of proper accounting practices
0 With the exception of the Road Fund, imaged copies of the backs of checks were not
maintained with bank statements including those statements for accounts containing
federal funds.
0 The claims list was not included with the official Fiscal Court minutes. Therefore,
auditors could not independently verify whether expenditures selected for testing were
approved by the Fiscal Court.
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Fiscal Year Ended June 30, 2007
(Continued)

2007-06 The County Did Not Follow Proper Purchase And Procurement Procedures That Resulted In
Over $962,000 Of Expenditures That Failed Testing Procedures (Continued)

0 Purchase orders were not issued in accordance with established guidelines. Invoices
totaling $886,929 did not have a purchase order attached to the invoice or did not have
authorized signatures upon the purchase order. Due to the condition of the records and
the Fiscal Court minutes, missing invoices, or lack of detail on invoices, auditors could
not appropriately verify bidding requirements for $125,240 of the expenditures tested.

Good internal controls dictate that adequate supporting documentation be maintained for all receipts and
disbursements. The “Uniform System of Accounts’ as stipulated by the Department for Local
Government (DLG) requires counties to maintain adequate supporting documentation for all county
expenditures. Copies of invoices and faxed invoices are unacceptable. All original invoices should
agree to corresponding purchase orders. Expenditures for asphalt should be supported by weight tickets
since they document that the product was received for county operations and itemizes the day, location,
the receiver, and quantity of asphalt received. In an effort to strengthen internal controls over
disbursements, we recommend that the County maintain weight tickets for al asphalt expenditures.
Furthermore, the County employees should sign weight tickets as evidence that the product was actualy
received and used for county operations.

KRS 65.140 requires any purchaser that receives goods or services to pay for those goods and services
within thirty (30) working days of receipt of a vendor’'s invoice. The County’s “Administrative Code”
requires the Fiscal Court to select the lowest or best bidder after advertised for bid in accordance with
KRS 424.260. We recommend that the County comply with these requirements by maintaining
supporting documentation for all expenditures, paying invoices timely, and bidding for expenditures in
excess of $20,000, in the future.

Proper accounting procedures and internal control policies should be in place. Bank statements with
imaged copies of both front and backsides of checks should be maintained. All expenditures should be
reviewed and approved by the Fiscal Court prior to payment. Also, disbursements should be made as
soon as practical after the Fiscal Court approves the expenditures. All invoices should be cancelled
upon payment. Purchasing procedures should be in accordance with DLG requirements, specifically,
purchase orders must include the appropriation account number to which the claim will be posted and
proper approval by management or the department head. Vendor names, departments, product
descriptions, quantities, and prices should be on each purchase order issued in order for the purchasing
procedures to be effective. Sound management and a good internal control structure are essential for
the achievement of full oversight and accountability.

Lack of proper accounting practices and internal controls increases the risk that misstatements of
financial activity and/or fraud will occur and go undetected by the County. Without proper procedures
in place to mitigate the risk, the County is exposing public resources to potential misstatements and/or
fraud.

County Judge/Executive J.M. Hall’s Response: Sound management and good internal control structure
are essential for the achievement of full oversight and accountability, and should be implemented.
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(Continued)

2007-07 The Former Judge Executive Purchased $4,144 In New Furniture That |s Not In Possession
Of The County

During testing of expenditures, it was discovered that the Former Judge/Executive ordered office
furniture in July 2005 that included a desk and hutch in the total amount of $4,144. Upon further
investigation, it was determined that the expenditure did not have supporting documentation such as a
receipt, purchase order, etc. After additional inquiry, a copy of the invoice was obtained for verification
purposes. It was later determined that the furniture was picked up in February 2007. The furniture was
not delivered to the County, and auditors could not determine where the furniture is currently located.

We recommend that the County take possession of assets within a reasonable period of time upon
procurement. We further recommend that the current administration report this to the proper
authorities.

County Judge/Executive J.M. Hall’ s Response: Proper authorities are aware of this transaction.

2007-08 The County Owes Approximately $31,828 In Past Due Inmate Medical Bills

The County owes approximately $31,828 in past due medical bills. The medical bills are from multiple
service providers for the healthcare services for Knox County inmates. Further examination has
determined that some of the medical bills are at least three years past due. KRS 65.140 requires that
any goods or services received be paid for within thirty (30) working days of receipt of the vendor or
service provider’sinvoice. Furthermore, the statute states that any unpaid invoices that exceed 30 days
should have 1% added to the approved price to be submitted to the vendor or service provider.

We recommend that the County pay bills timely in accordance with KRS 65.140 in order to prevent
penalties that are in excess of the purchase contract.

County Judge/Executive J.M. Hall’s Response: We agree that payment of billsin a timely fashion
per KRS 65.140 should be followed.

2007-09 An Employee Of The Sheriff's Office Was Paid $30,500 For Communications Equipment
Without Fiscal Court Approval And Procurement Procedures Were Not Followed Nor Were
Bid Laws

The County failed to bid and the Fiscal Court did not approve some of the transactions in regards to the
purchase of ten (10) Dodge Chargers for the Sheriff’s Department.

During investigation of this transaction, it was determined that the County purchased ten (10) Dodge
Chargers at the state bid price. However, the work performed by Innovative Communications (owned
by the Chief Deputy Sheriff), was not properly bid or approved by the Fiscal Court. The cost associated
with the expense was $30,500.
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(Continued)

2007-09 An Employee Of The Sheriff's Office Was Paid $30,500 For Communications Equipment
Without Fiscal Court Approval And Procurement Procedures Were Not Followed Nor Were
Bid Laws (Continued)

Knox County failed to comply with state and local bid laws relating to the procurement of assets. KRS
424.260 and the County’s Administrative Code states that bids for materials, supplies, equipment, or
services must be obtained for expenditures that exceed $20,000. Furthermore, the County’s
Administrative Code sets out the procedures for selection of vendors, contract selection process, and the
prerequisites for the negotiated process. According to the County’ s Administrative Code, the negotiated
process may be used instead of advertisement for bids if the amount exceeds $20,000 in the following
circumstances. (1) an emergency exists and (2) all bids received exceed the amount budgeted. Thus, we
found that the prerequisite to use the negotiated process for contract equipment was not met. The
competitive bid process ensures that the County procures goods and services at the best overall value
and ensures that bidders receive a fair and equal opportunity to conduct business with the County.
Therefore, we recommend that the County adhere to all applicable laws and regulations regarding
competitive bid requirements.

County Judge/Executive J.M. Hall’s Response: We agree that the County adhere to all applicable
laws and regulations regarding bid requirements per KRS,

2007-10 $2,546 Of Credit Card Expenditures Could Not Be Appropriately Vaidated And Were Not
Properly Documented

Auditors chose five (5) credit card statements to test for a total of $13,468 charges. Of the $13,468 of
credit card expenditures tested, only $10,922 had proper documentation to support the expenditure
(leaving $2,546 without adequate documentation). Several expenditures were for travel, meds, or
miscellaneous supplies. Auditor inquired of Finance Officer to see if travel vouchers existed to support
expenditures related to meals and travel; we were told there are no such files. Three credit card
statements had finance charges. In addition, multiple expenditures showed that the county paid sales
taxes.

The payment of finance charges is not a proper expenditure of public funds. We recommend that the
Fiscal Court apply best practices when exercising its fiduciary responsibility to act as agents of the
public trust. We also recommend that the Fisca Court have more control of credit card usage and
require documentation of who used the card and for what reason. Strong internal controls dictate that
there be procedures in place that reconcile monthly credit card receipts submitted by employees to the
credit card statements. The payment of sales tax by a governmental entity should be restricted and is
not considered good use of public funds. The following procedures should be implemented
immediately to strengthen internal controls over credit card use:

*  The County should not pay sales tax.

» All receipts for credit card transactions should be attached to the statement and filed for preparation
of the claimslist.

* Once the statement is received and all receipts related to that statement are attached to the credit
card statement, a detailed list of transactions should be included on the claims list presented to the
Fiscal Court for approval.

»  Trave vouchers should be maintained to support meal, hotel, and other travel-related expenditures.
All receipts for such expenses should be attached to the vouchers with the signature of the
employee to substantiate and provide adequate documentation.
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(Continued)

2007-10 $2,546 Of Credit Card Expenditures Could Not Be Appropriately Vaidated And Were Not
Properly Documented (Continued)

County Judge/Executive J.M. Hall’s Response: We agree that the above recommendations should be
implemented.

2007-11 The Purpose And Location Of Work Performed Using Rental Equipment Should Be Logged
Daily And Signed By The Operator

During testing, there were numerous instances of equipment being rented; however, there was a lack of
detail and documentation as to the purpose and location the equipment was being used. We recommend
that the Fiscal Court review the County’ s policies regarding this and work to develop control procedures
to provide detail that will document the work being performed and location of such work being
completed. Also, a person such as the operator should log the beginning and ending hours on the
machine each day, the worksite in which the equipment is used, and then the operator should sign the
log shest.

County Judge/Executive J.M. Hall’ s Response: We agree.

2007-12 The County Should Follow The Approved Salary Schedule

The County is not adhering to the salary schedule set by the fiscal court. Payroll testing noted that five
(5) employees are being compensated in excess of the range approved by the Fiscal Court in the
County’s Administrative Code. We recommend the Fiscal Court follow the provisions of KRS 64.530
and the Administrative Code. We further recommend the Fiscal Court approve a salary schedule
annually along with the Administrative Code that will be the guideline for all pay rates in the county.

County Judge/Executive J.M. Hall’ s Response: None.

2007-13 The County Should Require All Employees To Maintain Timesheets, Kegp Attendance
Records, And Ensure Proper Calculation Of Hours On Timesheets

During our testing of payroll, we noted the following weaknesses:

*  Timesheets were not prepared by all employees including the Former Deputy Judge
* Vacation and sick leave balances were not maintained for al employees
*  Timesheets did not match amounts paid according to check stubs

According to KRS 337.320, “every employer shall keep arecord of the hours worked each day and each
week by each employee.” Good internal controls dictate all timesheets have supervisory approval, and
proper and accurate records of vacation and sick time should be maintained.
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2007-13 The County Should Require All Employees To Maintain Timesheets, Keep Attendance
Records, And Ensure Proper Calculation Of Hours On Timesheets (Continued)

We recommend that the Fiscal Court ensure employees maintain timesheets and are properly approved
by supervisors. Timesheets should include any approved time off including vacation and sick time.
Central oversight should be maintained for al payroll records. In addition, reconciliations should be
completed each pay period in order to perform reconciliations of the earnings records and leave time to
the timeshests.

County Judge/Executive J.M. Hall’ s Response: We agree.

2007-14 The County Has Inaccurate And Incomplete Vacation And Sick Leave Records For
Employees

During the test of employee vacation and sick leave time, mgjor discrepancies were found. We tested
the vacation time of 11 employees, three of which took excess vacation totaling 183 hours, with
remaining balances according to the payroll software of 210 hours. If al available vacation were taken,
the employees would have taken an excess of 393 hours. In addition, we tested the sick leave of one
employee; we were unable to determine if sick leave was taken in excess due to missing records. Over a
three-year period, this particular employee used 444 hours of sick leave in which approximately only
454 hours would have been available for the entire employment history of the employee, which was for
a period of over 11 years. Also, there was no record of the vacation records for four of the employees
that were tested.

We recommend that the Fiscal Court implement policies to track vacation and sick leave time that
employees accrue. We further recommend that safeguards be put into place to create checks and
balances to track benefits, such as a person independent of the payroll process keeping separate records.

County Judge/Executive J.M. Hall’ s Response: We agree.

2007-15 The County Should Ensure That Equal Treatment In Regards To Holiday Benefits Are
Provided To All County Employees

During the testing of payroll, auditors noted that county employees are not receiving equal and fair
treatment in regards to holiday time. A select few of the employees were receiving multiple days off,
charging the time as holiday time, and being compensated for it. After the approva of the new
Administrative Code in September 2006, it allowed the Judge/Executive to declare any day at his
discretion as a holiday. Days off, however, should be granted uniformly to all County employees. We
recommend that the County provide equal benefits to all county employees. We further recommend
that the Fiscal Court seek legal advice from the County Attorney on this matter.

County Judge/Executive J.M. Hall’ s Response: We agree.
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2007-16 The Former Judge/Executive May Have Exceeded His Powers In Regards To Vacation

Payroll testing disclosed that the Former Judge/Executive ordered the entire Road Department to take
vacation (whether the employees had accrued vacation available or not) during the week beginning
July 3, 2006. The Administrative Code does not permit the Judge the authority to force vacations. This
action resulted in several outcomes, as follows:

*  Part-time employees received vacation pay, which is not permitted by the Administrative Code.

* Employees exceeded their accrued amounts of vacation that was available.

e Employees were not compensated for the July 4™ holiday, which according to the
Administrative Code is a paid holiday.

All of the above outcomes may be violations of the Administrative Code. We recommend that in the
future the County comply with the policies and procedures of the Administrative Code. In addition, we
further recommend that the employees either be compensated for the July 4™ holiday, or have eight
hours of vacation time added back into their balance to be used.

County Judge/Executive J.M. Hall's Response: The Administrative Code should be adhered to in its
entirety.

2007-17 The County Should Ensure That The Same Level Of Health Insurance Benefits Are Provided
To All County Employees As Stated |n Kentucky Attorney General Opinion (OAG) 94-15

During the testing of payroll, auditors noted that county employees are not receiving the same level of
health insurance benefits. Elected officias are receiving county-paid family coverage while others are
paying for the extra cost for family coverage. During fiscal year ended June 30, 2007, the County paid
as much as $655 per month per employee for the additional costs of the family plan over the single plan.
The County’s Administrative Code states that the County promotes equal opportunity in matters of
compensation and benefits. It further states that the County pays for an individual’s health insurance
policy but does not add that certain individuals will receive the family benefit as well. In September
2006, the County amended and approved an Administrative Code in which a provision was added that
states:

“The County pays the premium for all individual health insurance policies offered by the
county; except, however, the county will pay the premium for family health insurance plans for
al elected county officials, senior executives and department heads as may be negotiated in
their compensation package.”

OAG 94-15 dtates, “the basic statute providing for governmentally funded health coverage (KRS
79.080) for public employees does not provide for one level of coverage for officers, and another level
for employees. Accordingly, we believe such differing coverage would not be lawful as not authorized
by statute.” We recommend that the County comply with the Administrative Code and provide the
same level of benefits to all county employees. We further recommend that the Fiscal Court seek legal
advice from the County Attorney as to the legality of not providing the same level of health insurance
coverage for all employees as stated in OAG 94-15. We would also like to inform the county that
though a procedure or policy be established in the County’s Administrative Code, that the
Administrative Code does not trump established laws, statues, and regulations in order to make broader
policies and that a narrower interpretation of policies or procedures may be permitted.
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2007-17 The County Should Ensure That The Same Level Of Health Insurance Benefits Are Provided
To All County Employees As Stated In Kentucky Attorney General Opinion (OAG) 94-15
(Continued)

County Judge/Executive J.M. Hall' s Response: This was the previous administration’s policy, therefore
we have no comment.

2007-18 The County Judge/Executive Or A Designated Person Should Keep And Maintain Required
Records

The Judge/Executive does not maintain an appropriation ledger that is separate from the treasurer, and
does not reconcile it monthly as required by Kentucky Revised Statues and The Department for Local
Government Policy Manual. Also, purchase orders are not issued for every expenditure, nor is a
purchase order listing maintained. In addition, the Judge/Executive does not maintain accurate time
records (sick/vacation) records for employees.

We recommend the following procedures and recommendations be followed by the Judge/Executive:

e Maintain an appropriation ledger

* Reconcile the appropriation ledger with the treasurer’s appropriation ledger at least once a
month

* Issue purchase orders and maintain a purchase order log (purchase orders should be properly
authorized)

* Maintain accurate time records

County Judge/Executive J.M. Hall’ s Response: None.

2007-19 The Fiscal Court Minutes Should Be Complete, Adequately Maintained, And Filed In The
Proper Location.

During our review of the fiscal court minutes, we found that an employee that works in the county
judgel/executive' s office had been appointed to be the fiscal court clerk. In addition, the minute books
were being filed in the county judge/executive's office. KRS 67.120(1) states that a fiscal court clerk
may be appointed by the fiscal court if the county clerk declines to serve as the fiscal court clerk.
KRS 67.100(5), however, states that the minute books shall be kept in the office of the county clerk.
We recommend the county comply with KRS 67.100(5) and file the fiscal court minutes in the office of
the county clerk.
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2007-19 The Fiscal Court Minutes Should Be Complete, Adequately Maintained, And Filed In The
Proper L ocation (Continued)

Further review of the minutes revealed that the claims lists approved by the fiscal court were not
attached to the fiscal court minutes. The claims lists were filed separately from the minutes and were
not signed by members of the fiscal court. Therefore, we could not verify that the members certified
that claims were approved for payment. Also, we observed that the fiscal court clerk had not signed the
minutes in July 2006. In one instance we found that the acting chairman did not sign the minutes. In
addition, there were documents and contracts of the county that were signed by a former employee of
the county.

In general, the official fiscal court minutes were in a complete state of disarray with post-it-notes,
scribbling, unbound pages, folded papers, and items that had nothing to do with what should have been
in the fiscal court minute books. The minutes were not detailed enough to provide adequate information
to the public or to the auditors. The fiscal court minutes need to accurately reflect what occurs during
fiscal court meetings. The minutes need to include all bids submitted to fiscal court, a listing of al
claims approved and paid, road work logs and plans, copies of al budgets and financial statements, and
other items presented (includes contracts, estimates, bids, etc.) that supports the actions taken by the
fiscal court.

Anyone that is interested in reviewing the recordings for information in regards to the fiscal court
meetings should be able to find it in the minutes. The absence of this supporting documentation
prevents the public from reviewing what actually occurred at the fiscal court meetings. We were often
unable to verify information in the minutes because of lack of detail and supporting documentation.

In an effort to increase controls over the fiscal court minutes, we recommend the claims list be indexed
and attached to the minutes. We further recommend that the minutes of the court be stored in the
County Clerk’s office because in our opinion, the fiscal court clerk does not have sufficient space in
which to store the minutes for public viewing and therefore should be maintain in the County Clerk’'s
office. The pages of the minutes and the claims list should be sequentially numbered and signed by all
members of the fiscal court certifying that they are correct and complete. All supporting documentation
should be located in the minutes as well in order to support any decision made by the court. Also, we
recommend that contracts, legal documents, and other documents that may bind the County should not
be signed by anyone other than the proper County employees or officials. However, it should be noted
that the fiscal court minutes have significantly improved since the current administration took office.

County Judge/Executive J.M. Hall’ s Response: We agree.

2007-20 The Treasurer Should Prepare Accurate And Complete Bank Reconciliations And 4™
Quarter Report

Testing of the bank reconciliation noted checks that were marked as outstanding on the reconciliation
but were not, and checks that should have been marked as outstanding but were not. A total of $19,059
in adjustments was made to the bank reconciliations, which resulted in misstatements to the 4™ quarter
report. It was also noted that there were voided checks that were more than six months old. In addition,
not all debt that the county is responsible for is on the 4" quarter report.

We recommend that the Treasurer ensure bank reconciliations are correct. That checks that are more
than six months old be voided and reissued if necessary, and that all debt that the county is responsible
for be included in the 4™ quarter report.
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2007-20 The Treasurer Should Prepare Accurate And Complete Bank Reconciliations And 4™
Quarter Report (Continued)

County Judge/Executive J.M. Hall’ s Response: No response.

2007-21 The County Should Maintain Complete And Accurate Capital Asset Schedules To Comply
With GASB 34 Reguirements

The County did not have a completed capital asset schedule for fiscal year ending June 30, 2007. A list
of capital asset additions and disposals were not properly maintained. A schedule of additions should
be maintained as assets are purchased to simplify the process of updating the capital asset schedule. The
schedule should include the date the asset is acquired, a description of the asset, the vendor name, and
the amount. Invoices for asset acquisition and invoices for al other disbursements should be kept on file
in a manner that allows retrieval of the original invoice for review and verification as needed by
management and auditors. Further, we believe that the capital asset listing should be monitored and
maintained on a regular basis. As new assets are acquired they should be added to the listing. As
equipment is disposed of it should be removed from the listing.  We recommend that the County
maintain complete and accurate capital assets schedules to comply with GASB 34 requirements.

We further recommend that the fiscal court should take a physical inventory of its capital assets on a
regular basis (such as every two to three years) or at the beginning of a new administration to ensure
that only active, in-service machinery and equipment is included on the County’s financia statements.
This will ensure that fixed assets are properly stated and that depreciation is being calculated from a
reliable listing.

County Judge/Executive J.M. Hall’ s Response: We agree.

2007-22 Advisory Opinions Should Be Obtained From The Ethics Commission For Related Party
Transactions Involving The Chief Deputy Sheriff

Innovative Communications was paid to install radios and other equipment into the Dodge Chargers that
were purchased on-behalf of the Sheriff's Department by the Fiscal Court.  Innovative
Communications, according to the Kentucky Department of Revenue and Secretary of State, is owned
and operated by the Chief Deputy Sheriff. It also appears that the Chief Deputy Sheriff was the contact
and the person that was involved with the transaction in its entirety. According to the Knox County
Code of Ethics, no county officer, or employee, or member of his immediate family, shall have an
interest in a business organization or engage in any business, transactions, or professional activity,
which is in substantial conflict with the proper discharge of his duties in the public interest.
Additionally, the ethics code states that the ethics commission shall have the power to render advisory
opinions to the County, County agency, public officers, and employees regarding whether a given set of
facts and circumstances would constitute a violation of any provision of this ordinance. The Ethics
Code aso requires that Chief Deputies submit a financial disclosure by March 1 of each year, and the
Chief Deputy Sheriff failed to comply. We recommend the County follow its Ethics Code. Any
violations should be reported to the Cumberland Valey Regional Board of Ethics. The County
Attorney should follow-up on any findings by the Ethics Commission and implement recommendations
made.

County Judge/Executive J.M. Hall’ s Response: We agree.
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2007-23 Advisory Opinions Should Be Obtained From The Ethics Commission For Related Party
Transactions Involving The Former County Treasurer

During fiscal year ending June 30, 2007, the former County Treasurer was involved in related party
transactions with the Knox County Fiscal Court totaling $2,745. These related party transactions
involved web design and various computer repair work that was performed by the former County
Treasurer's husband. According to the Knox County Code of Ethics, no county officer, or employee, or
member of his immediate family, shall have an interest in a business organization or engage in any
business, transactions, or professional activity, which isin substantial conflict with the proper discharge
of hisdutiesin the public interest. Additionally, the ethics code states that the ethics commission shall
have the power to render advisory opinions to the County, County agency, public officers and
employees regarding whether a given set of facts and circumstances would constitute a violation of any
provision of this ordinance. We recommend the county follow its Ethics Code. Any violations should
be reported to the Cumberland Valley Regiona Board of Ethics. The County Attorney should follow-
up on any findings by the Ethics Commission and implement recommendations made.

County Judge/Executive J.M. Hall’ s Response: We agree.

2007-24 The County Should Ensure That All Required Individuals File A Financial Disclosure
Statement

During our review of financial disclosure statements, we discovered that several required elected
officials, appointed officers and employees did not file a financial disclosure with the Cumberland
Valley Regional Board of Ethics. Thisincludes the following individuals:

e County Jailer

e County Coroner

* Constables

e Chief Deputies

*  Department Heads

Under the authority of KRS Chapter 65, Knox County Fiscal Court enacted an ordinance establishing a
code of ethics to guide the conduct of elected and appointed officers and employees of the county.
According to the ethics code adopted by the county, the following individuals shall be required to file a
financial disclosure statement:

1. Elected officers;

2. Candidates for elected office;

3. Commission or Board appointees, appointed and/or approved by the Knox Fiscal Court
that receive any compensation for such appointment; and

4. Chief deputies, and department heads (e.g. Chief Deputy Sheriff, Ambulance Director,
Road Supervisor, Assistant and Deputy Judge/Executive)
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2007-24 The County Should Ensure That All Required Individuals File A Financial Disclosure
Statement (Continued)

The financial disclosure statements required by the county’s ethics code shall be filed with Cumberland
Valley Regiona Board of Ethics no later than March 1, at 3:00 p.m. each year for compensated board
appointees and all elected county officials and within 21 days after the filing date for candidates for
county offices or their date of nomination which ever shall first occur. Any financial disclosure
statement filed after this date is delinquent and fines may be assessed. We recommend the county
follow its Ethics Code and that the fiscal court should inquire to ensure that all persons required to
submit a financial disclosure have done so. Any violations should be reported to the Cumberland
Valley Regiona Board of Ethics. The County Attorney should follow-up or assist the county to comply
with the Ethics Commission.

County Judge/Executive J.M. Hall’ s Response: We agree.

2007-25 The County Entered Into An Agreement To Lease/Sell The Knox County Hospital Without
Fiscal Court Approval And Without Complying With State Disposal Laws

On February 1, 2006, the former Knox County Judge/Executive entered into an agreement with a
private corporation (Pacer Health Corporation) to lease the Knox County Hospital with an option for the
Corporation to buy the Hospital. This agreement states that Pacer shall lease all of the assets for a fee of
$2,000,000, to be paid at closing. The agreement grants a purchase option, which is the current amount
of bond debt reduced by closing fees and lease payments at the time the purchase option is executed.
Review of county records reveal that the county didn’t have ownership of the hospital at the time the
agreement was entered into by the Former Judge/Executive. Ordinance Number 20060222-1
authorizing the county to assume full responsibility for the hospital operations was not effective until
February 20, 2006, which is nineteen (19) days after the agreement was executed. This ordinance was
not presented to the fiscal court until February 22, 2006, which is twenty-five (25) days after the
agreement was executed and two (2) days after the effective date of the ordinance. Therefore, the
former Judge/Executive did not have the authority to enter into this agreement to lease/sell the hospital.
In addition, the agreement aso held the County financialy liable for a penalty of $750,000 if the
County did not follow through with the agreement. KRS 67.0802 lists the methods by which counties
may surplus property (real and personal). These methods include, and are limited to: auction, electronic
auction, sealed bid, and transfer to another governmental entity. On July 11, 2006, an Interim
Management Agreement and Lease and Operating Agreement was amended to extend the final
agreement deadline. The agreement was finalized in December 2006. A summary of the lease termsis
asfollows:

1. Pacer will have control of the Hospital Facility.

2. Pacer will collect all revenues and pay all expenses in the operation of the Hospital

3. Pacer will make monthly lease payments to the Trustee of the 2006 Bonds in an amount equal
to the debt service on the 2006 Bonds.

4. Pacer will pay al expenses associated with maintaining and insuring the Hospital.

5. Pacer will pay any leasehold tax payments due under Kentucky Law and will pay in lieu of tax
payments on December 1 of each year to the County.

6. Once the new Series 2006 Bonds are paid, Pacer has the option to take title to the Hospital as
owner.

7. Pacer will provide the County with financial reports but it will be solely responsible for the
operation of the Hospital and will not have to seek approval from the County for its
management functions.
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2007-25 The County Entered Into An Agreement To Lease/Sell The Knox County Hospital Without
Fiscal Court Approval And Without Complying With State Disposal Laws (Continued)

We recommend the County take actions to ensure proper approval of transactions by Fiscal Court and
that proper disposal of assets laws are followed. We also recommend the County take possession of
financial reports when possible and obtain debt confirmations periodically to ensure that the debt
payments are being made in regards to the 2006 Hospital Bonds. In addition, a current audit of the
Knox County Hospital has not been performed; therefore we recommend that the County request such
documents when they become available. We further recommend that the County Attorney review the
legal status in regards to contractual obligations being fulfilled. This information will be forwarded to
the appropriate authorities.

County Judge/Executive J.M. Hall’ s Response: We agree.

2007-26 Checks Should Be Written In Numerical Order By Check Date

Testing of the bank reconciliation noted checks that were not being written in numerical order by date.
Auditor found that several checks that were dated in June 2007 that were written with check numbers
that occurred after several checks that were dated in the month of July. We recommend that all checks
be written in numerical order by date of occurrence.

County Judge/Executive J.M. Hall’ s Response: We agree.

2007-27 The County Should Continuously Scrutinize Invoices In Order To Prevent Unallowable or
Unnecessary Expenditures

During the audit of the fiscal year ending June 30, 2007, auditors became aware of unallowable and
unnecessary expenditures. Kentucky statutes do not permit the payment of goods or services that are
personal in nature with public funds. The former Judge Executive purchased sympathy booklets with
county funds. The payments for these booklets were approximately $171 quarterly. The booklets were
given out in the given name of the former Judge/Executive without any official capacity being printed
and also without any notation of being from the County. This expenditure as described above is
personal in nature.

In addition, the current administration found numerous pagers that were stored in a filing cabinet.
Further investigation by the administration found that the County was still paying service fees for the
pagers that have not been used by employees of the County for months.

We recommend that the County validate every invoice and claim in order to prevent misuse and
unnecessary spending of public funds.

County Judge/Executive J.M. Hall’ s Response: We agree.
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2007-28 The County Should Not Permit Compensatory Time Without Proper Documentation And
Should Adhere To KRS 337.285

In November and December 2006, the former animal control officer claimed and received payment of
160 and 320 hours, respectively, totaling 480 hours of compensatory time. The maximum permitted for
an employee in the emergency services or public safety areais 480 hours. We were unable to determine
conclusively whether the hours were claimed legitimately due to missing timesheets and lack of records
maintained by the county.

KRS 337.285 states that a written request by a county employee must be present requesting the
permission to accumulate compensatory time and must be voluntary. There must be a written
agreement between the employee and employer prior to work being performed that may lead to the
accumulation of compensatory time. There also should be accurate and detailed records indicating
when time is earned and used. There was not a written request letter or a written agreement on file. In
addition, the county did not maintain records of the compensatory time that was claimed.

We recommend that the County adhere to and follow KRS 337.285 and establish other controls as
deemed necessary.

County Judge/Executive J.M. Hall’ s Response: We agree.

2007-29 The County Failed To Bid The Purchase Of An Excavator Of $118,881

The County failed to bid an excavator that was purchased for the price of $118,881. The county entered
into a financing agreement on July 11, 2006 for the purchase of an excavator. Payments were set as
$3,000 per month until the term of the contract is paid in full.

Knox County failed to comply with state and local bid laws relating to the procurement of assets. KRS
424.260 and the County’s Administrative Code states that bids for materials, supplies, equipment, or
services must be obtained for expenditures that exceed $20,000. Furthermore, the County’s
Administrative Code sets out the procedures for selection of vendors, contract selection process, and the
prerequisites for the negotiated process. According to the County’ s Administrative Code, the negotiated
process may be used instead of advertisement for bids if the amount exceeds $20,000 in the following
circumstances. (1) an emergency exists and (2) all bids received exceed the amount budgeted. Thus, we
found that the prerequisite to use the negotiated process for contract equipment was not met. The
competitive bid process ensures that the County procures goods and services at the best overall value
and ensures that bidders receive a fair and equal opportunity to conduct business with the County.
Therefore, we recommend that the County adhere to all applicable laws and regulations regarding
competitive bid requirements.

County Judge/Executive J.M. Hall’ s Response: We agree.

C. FEDERAL AWARD AUDIT FINDINGS

None

D. SUMMARY OF PRIOR AUDIT FINDINGS

None






